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Preface 


Canada needs to encourage the creation of 
new businesses and the expansion of existing 
ones to secure economic renewal. The budget 
includes a number of measures which, I 
believe, will promote the exercise of private 
initiative free of government interference. 


Small business offers bright, energetic, hard- 
working Canadians the opportunity to turn 
their ideas into their livelihood; to exercise 
their initiative and their determination; to 
enjoy the uniquely personal satisfaction that 
success in small business brings. And it is 
through a vigorous small business sector that 
the most dynamic forces for economic growth 
and job creation are released. 


Entrepreneurs take a direct stake in their 
future, and in Canada’s, when they go into 
business. The budget will help provide the 
right incentives and the right environment to 
give entrepreneurs every possible chance 

of success. 


The Honourable Michael H. Wilson 
Minister of Finance 


Encouraging Investment in Small 
and Medium-Sized Business 


One of the major problems faced by entre- 
preneurs trying to start a new business is find- 
ing the money to launch the enterprise. The 
budget includes measures designed to make 
more money available to entrepreneurs and to 
encourage individual Canadians to invest in 
small and medium-sized Canadian businesses. 


Capital Gains Exemption 


The small business sector is the major source 
of new job creation in Canada. But these jobs 
will not be created without productive invest- 
ment. To encourage individual Canadians to 
invest in new or growing enterprises, the 
budget proposes a personal lifetime exemption 
for capital gains of $500,000. The lifetime 
exemption limit will be phased in over five 
years, beginning with a $20,000 exemption 

in 1985. 


Phase-in of Personal 
Capital Gains Exemption 


1985 $20,000 
1986 $50,000 
1987 $100,000 
1988 $200,000 
1989 $300,000 
1990 $500,000 


The $500,000 lifetime exemption also assures 
would-be entrepreneurs that if they put their 
ideas on the line and work to build up a busi- 
ness, they will be able to reap the rewards of 
their achievement when they sell their busi- 
ness. The exemption recognizes the major 
investment in personal resources, time and 
energy that goes into a small business. It also 
recognizes the special difficulty entrepreneurs 
may have in providing for their retirement 
while they are building up their business. 


Small Business Capital Investment by 
Pension Funds 


The budget proposes measures to encourage 
pension funds to invest in equity capital of 
small and medium-sized businesses. These are 
among the biggest and fastest growing pools 
of capital in the country. 


Registered retirement savings plans (RRSPs) 
and registered retirement income funds 
(RRIFs) will be eligible to invest in private 
Canadian corporations with which they deal 
at arm’s length. 


Small business will benefit from new rules 
which will allow pension funds to set up spe- 
cial Small Business Investment Corporations 
(SBICs) to channel their investments into 
small businesses. These corporations will be 
exempt from income tax. Investments will also 
be facilitated through a new vehicle called the 
Small Business Investment Limited Partner- 
ship (SBILP). 


This measure will help redirect significant 
amounts of money into small and medium- 
sized enterprises from the large pools of capi- 
tal available in pension funds. 


Labour-Sponsored Venture Capital 
Investment 


An innovative venture capital initiative under- 
taken by organized labour in the province of 
Quebec has helped maintain existing jobs and 
create new ones by investing in small and 
medium-sized Quebec businesses. The 
Solidarity Fund is managed by the Quebec 
Federation of Labour. The Quebec govern- 
ment has provided a tax incentive to individu- 
als investing in the fund. 


The federal government will provide a new tax 
credit to individuals investing in the Quebec 
Solidarity Fund and similar funds patterned 
after the Quebec model established in other 
provinces. To be eligible, funds must be set up 
under provincial legislation, be managed by 
labour, and invest in small and medium-sized 
businesses. 


Small Business Bond Program 


The smali business bond program enables 
businesses in financial trouble to obtain lower 
cost financing by allowing financial institu- 
tions a tax exemption on the interest from 
these loans. Under this program small busi- 
nesses can currently finance up to $500,000 at 
interest rates several percentage points below 
the market rate. This program is scheduled to 
expire at the end of this year. 


To help small businesses in financial dif- 
ficulty, the small business bond program will 
be extended for a further two years to the end 
of 1987. 


Increased Refundable Tax Credit 
for Small Research and 
Development (R&D) Firms 


Small firms doing R&D can make a vital con- 
tribution to Canada’s economic growth, but 
they have a hard time attracting investment 
capital. To help these smaller companies, 
especially start-up firms, the government will 
make 100 per cent of the tax credit they now 
earn for R&D refundable directly to them. At 
present, only 40 per cent of the credit is 
refundable. 


Changes to the definition of R&D for tax pur- 
poses will also benefit research-intensive 
enterprises. 


Unemployment Insurance Reform 


Rising payroll taxes are a major obstacle to 
the growth of job-creating small businesses. 
To lighten the load, the government will 
freeze unemployment insurance premium 
rates at their current levels for 1986. 


At the same time, the government will under- 
take a review of the unemployment insurance 
program. This review will look at ways to 
make it simpler, fairer and more effective in 
helping individuals and the economy adjust to 
rapidly changing labour market conditions at 
a reasonable cost. 


Pension Reform 


Saving for retirement has long been a concern 
of entrepreneurs, self-employed individuals 
and small business operators and proprietors 
who cannot belong to an employer-sponsored 
pension plan, but depend largely on RRSPs to 
build their pensions. 


Pension reforms announced in the budget will 
end the unequal treatment accorded to the 
self-employed and others who save solely 
through RRSPs. Entrepreneurs will have the 
same scope to build an adequate pension as 
those people who contribute to employer-spon- 
sored plans. Limits on RRSP contributions 
will be raised from the current $5,500 to 
$15,500 by 1990. 


Business fluctuations often make it difficult 
for small business owners to make regular 
contributions to an RRSP each year. Under 
the proposed changes RRSP contributors will 
be able to carry forward unused contribution 
room for seven years. These and other pension 
reforms will help make small business a realis- 
tic career alternative for many Canadians. 


Discussion Paper on the Corporate 
Income Tax System 


A discussion paper tabled with the budget 
entitled The Corporate Income Tax System: 
A Direction for Change aims at making the 
corporate income tax system fairer and more 
effective in supporting economic growth. 


Among its proposals, the paper suggests a sig- 
nificant reduction in the basic federal tax rate 
for small businesses, from 15 to 11 per cent. 
This reduction would be balanced with reduc- 
tions in tax incentives. A new approach of 
lower rates and fairer tax incentives would 
promote growth by allowing businesses and 
investors to plan on the basis of good business 
sense rather than the best tax advantage. 


Small Business Exemption from 
Corporate Surtax 


The 5-per-cent temporary corporate surtax 
announced in the budget to help reduce the 
deficit will not be applied to small businesses. 
This exemption recognizes the importance of 
giving small businesses full rein to grow and 
create jobs. 


Making Life Easier for Small 
Business 


Running a business is enough of a challenge 
without having to cope with unnecessary gov- 
ernment intrusion. The government is com- 
mitted to making life easier and fairer for 
small businesses wherever possible by reduc- 
ing red tape and easing administrative head- 
aches. A number of measures will be taken to 
make the tax system fairer and improve tax 
administration. For example: 


e extension of the “innocent until proven 
guilty” concept to cases involving sales 
and excise taxes under the Excise Tax 
Act; 


e clear controls on Revenue Canada’s pow- 
ers of search and seizure. 


© limits on the government’s authority to 
make retroactive income tax regulations. 


Conclusion 


Dynamic entrepreneurship is essential to gen- 
erate employment, wealth and prosperity. The 
budget is designed to give entrepreneurs a bet- 
ter opportunity to get a small business off the 
ground, to make it grow, to achieve profitabil- 
ity, and, in the process, provide for their 
future security. 


The budget recognizes that small business is 
an important dynamic force in the economy 
which contributes directly to job creation and 
securing economic renewal. Taken together, 
the budget measures improve the climate in 
which entrepreneurs can fruitfully apply their 
talent and ingenuity, and in so doing contrib- 
ute to the renewal of a sound and thriving 
economy. 
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